
SONOMA COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION 
 INVESTMENT COMMITTEE MEETING MINUTES 
  

Thursday, November 18, 2021 
9:05 a.m. 

In accordance with Retirement Board Resolution #156, adopted on September 23, 2021 and reaffirmed on 
October 21, 2021, the Sonoma County Employees’ Retirement Association Retirement Investment 
Committee meeting was held virtually and in compliance with California Government Code section 
54953(e). 

 
Individuals interested in participating in the meeting were invited to join using one of the two following 
methods: 
1. WebEx meeting application via computer, tablet or smartphone: 
https://sonomacounty.webex.com/sonomacounty/j.php?MTID=mbe867d03588e4c8c1cfa89ffc292f95c 

2. Dial in: 
1-408-418-9388 
Meeting ID: 2489 627 7873 
Password: 11182021 
 
Public comments were solicited prior to the meeting by emailing rebecca.gay@sonoma-county.org. 
Members of the public that joined the WebEx meeting via the app or dial in were provided with the 
opportunity to submit live public comment for each agenda item after the Committee members and staff 
provided their comments.   

Presiding in 
SCERA Boardroom:  Greg Jahn  
Present  
via WebEx:  Trustees Neil Baker (Alternate Retiree- voting member), Amos Eaton, Erick Roeser, Joe 

Tambe, and Brian Williams 
 
Also Present in 
SCERA Boardroom:  Trustee Bob Williamson; Chief Executive Officer Julie Wyne, Chief Investment 

Officer Jim Failor, Retirement Analyst Rebecca Gay, and Administrative Aide Julia 
Smith 

Also Present 
via WebEx: Kevin Hrad, John Lee, Tim Pflugradt, and Kevin Rivchun (of Aon); Macki Anderson, 

Dan Ryan, and Alex Zweber (of Parametric); John Powell (of State Street); Darrin Smith 
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(of JP Morgan); Ashley Green (of Brown Armstrong); Emily Raby and Zack Cziryak 
(Journalists/Members of the public) 

 
Absent: Trustees Travis Balzarini, Susan Gorin, and Tim Tuscany 
 

I. MINUTES APPROVAL 
Approval of the September 30, 2021 Investment Committee meeting minutes. 

Recommendation: Approve the September 30, 2021 Minutes. 

A motion was made by Trustee Williamson, seconded by Trustee Tambe, to approve the 
September 30, 2021 minutes.  The motion carried 7-0-0-2 with voting as follows: 
 

AYES NAYS ABSTAIN ABSENT 
Mr. Baker   Mr. Balzarini 
Mr. Eaton   Ms. Gorin 
Mr. Jahn    
Mr. Roeser    
Mr. Tambe    
Mr. Williams    
Mr. Williamson    

II. PRESENTATIONS 
 
A. Parametric – Investment Head for EIRP Strategies Alex Zweber, Cash Overlay Portfolio 

Manager Macki Anderson and Relationship Manager Dan Ryan provided an organizational 
update and reviewed performance of the cash overlay and Equity Insurance Risk Premium 
(EIRP) strategies the firm manages for SCERA. 

Mr. Ryan thanked SCERA for the business and provided an update on the ownership 
change resulting from the Morgan Stanley (MS) acquisition of Eaton Vance.   The 
transaction closed in March 2021 and one of the attractions for MS was that the Parametric 
product line did not overlap with their current range of products.  MS have said that 
Parametric will continue to operate as a stand-alone business with no change to the team or 
investment process.  One change to the EIRP investment team was the retirement of Jay 
Strohmaier who flagged his retirement in 2020 and left in March 2021.  Jay’s role as head 
of the EIRP Strategies team has been assumed by Alex Zweber who has fifteen years 
tenure at Parametric, with the last ten years working alongside Jay. 
 
Mr. Anderson next presented on the cash overlay and rebalancing activity.  The aim of the 
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program is to reduce the effect of “cash drag” arising from cash exposure at the Plan level 
and for designated active equity accounts.  Since inception, the program has generated 
some $86 million of return by investing in derivates to capture as far as possible the market 
return achieved by the investment policy.  Mr. Anderson noted that to do their job on a 
daily basis Parametric receives a daily feed from State Street with cash balances and 
pending transactions and more.  They produce a daily report which SCERA staff can 
download from the Parametric client portal. 
 
In response to Trustee questioning, Mr. Anderson outlined how Parametric achieves 
market exposure in the overlay program using index futures in a margined broker account 
to mirror as closely as possible Sonoma’s long-term strategic asset allocation.  Mr. 
Anderson confirmed that the market is evolving and that they continually monitor and 
research new financial instruments to effect the overlay.  In response to a question as to 
whether the overlay was intrusive on the Plan’s operation, Mr. Failor confirmed it was not. 
When the program was incepted, staff conservatively overfunded the margin account and 
have not had to provide additional margin funds.  The margin account cash is also overlaid 
within the overlay program so the margin cash is not a source of “cash drag”.  Mr. 
Anderson then described how the service was expanded to cover Plan rebalancing where 
the objective is to keep the Plan’s market exposure close to the strategic asset allocation 
policy.  In addition, Parametric has supported staff in efficiently handling events such as 
deploying the annual County contribution, the winding down of the GMO portfolio and the 
liquidity raise during the COVID-19 market volatility in early 2020.  Mr. Anderson 
concluded his presentation by providing a general update on their business, noting that 
they continue to win new overlay business. 
 
As per the Board’s preference, Mr. Zweber jumped straight into EIRP performance noting 
that while the 2021 year to date (9/30/2021) gross return of 3.10% is encouraging, the 
negative return of nearly 7% for 2020 still dominates the since inception return, which now 
stands at -0.20%.  EIRP as a strategy seeks to add 3% per annum from option trading and 
effectively selling US equity market “insurance”.  The losses in 2020 were principally 
experienced in the first quarter with the outbreak of the COVID-19 pandemic and a large 
drop in the market and then a strong swift recovery.  The strategy lost money on the way 
down and the way back up and this was the worst period in their database.  He noted that 
things now look a lot better than they did a year ago and that “insurance” premiums have 
returned to a level consistent with their long term expectations.   
 
Mr. Zweber then summarized the theory behind the EIRP overlay and how Parametric 
systematically implements the strategy.  He noted that the economic exposure was $75 
million being split equally between puts and calls.  Options do not require the full amount 
of cash that physical securities require and they operate through a margin account which 
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contains $13-$14 million in Treasury Bills.  Mr. Failor noted that at its initiation, the 
margin account was conservatively funded and that even with the Covid induced market 
turmoil of the first quarter of 2020 Parametric had not asked for more cash to top it up.  He 
further pointed out that the futures market was not as volatile as the physical equity market 
and that the losses incurred in the EIRP strategy were much less than those sustained by 
the Plan’s equity holdings. 
 
Mr. Zweber then covered the investment objectives for EIRP and the underlying economic 
rationale behind the investment thesis.  He noted that this type of financial insurance had 
many similarities to other types of insurance.  Comment was made that in the insurance 
business bad events periodically happen and could it be that the market has adapted and 
that the historical insurance “premium” 3% per annum may not be the same going forward.  
Mr. Zweber thought that the investment thesis still stood illustrating his viewpoint with an 
analysis of the volatility risk premium back to the beginning of 1990. 

 
B. Aon Review of Parametric EIRP Strategy – Senior Consultant Kevin Hrad will review the 

consultant’s assessment of the manager’s EIRP strategy.  

Staff introduced Mr. Hrad noting that he was a research specialist within Aon covering 
strategies like EIRP and Parametric in particular.  As staff wanted a full review of EIRP it 
seemed appropriate to have Aon’s specialist weigh in on the strategy.  Mr. Hrad provided 
an analysis of performance using data requested from Parametric that separated out the 
performance of the Put and Call options.  Unfortunately, there has been a turn down in 
returns coinciding with SCERA making its investment in the strategy.  This has coincided 
with the VIX index being extremely low and in Aon’s view symptomatic of risk not being 
priced in, which has been a common theme across various asset classes.  In Aon’s view, 
the extremely unusual volatility in early 2020 caused historic losses and the strategy 
performed as expected.  Over the last year, the market is pricing in higher implied levels of 
volatility and actual experienced levels of volatility have been lower resulting in improving 
performance for the strategy.   

Mr. Hrad went on to explain how the strategy works and illustrated how different from 
past experience the last two years have been.  Aon believes that over the long run, looking 
forward, the strategy is likely to produce the kinds of returns predicted by the historical 
data consistent with Parametric’s expectation of an annualized 3%.  He did note that 
should the market environment change substantially then this assumption would warrant 
review.  Mr. Hrad concluded his presentation by commenting that they expect Morgan 
Stanley will not alter Parametric’s strategy or business as it is complementary to their 
current business.  Regarding Mr. Strohmaier’s retirement, Aon was aware of this two years 
in advance and they have full confidence in Alex Zweber’s ability to run the volatility risk 
premium team.  He also noted that SCERA was able to take advantage of the Aon fee that 
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was negotiated with Parametric. 

C. SCERA Staff Review of Parametric EIRP Strategy 

Mr. Failor reviewed the history of the EIRP account noting that SCERA operates the 
strategy as an overlay account.  He commented that even in the severe market decline 
during the first quarter of 2020 (-30%) the strategy was down only 7% on the $75 million 
nominal exposure.  He noted that Parametric’s and Aon’s expectation of return is 3% per 
annum which is based on a mix of simulations and real-world experience.  Staff fully 
endorsed the idea that there should be compensation for effectively providing market 
insurance but their expectations are more muted.  He highlighted that the initial $75 
million of notional funding was never intended to be for the long-term but was considered 
material enough to provide experience and, if it proved successful over time, the 
confidence to consider increasing the notional exposure to make a meaningful contribution 
at the total Plan level (such as 25 bps).  To illustrate this Mr. Failor produced an analysis of 
the impact to the Total Plan for differing levels of notional exposure and return earned. 

Staff went on to say that if the Board didn’t believe they could get comfortable with 
increasing the notional exposure beyond the current $75 million then it would never make 
a significant contribution to the bottom line and that would be a reason to discontinue the 
strategy.  Staff felt that at this time the worst was probably behind us and that if it 
continued to perform well over the next year they could envision increasing the notional 
exposure.  One potential avenue to explore with Parametric would be to vet the idea of a 
dynamic level of exposure where the notional value is reduced when premiums income is 
declining and increased when premiums are rising.  Indications are that such an approach 
would modestly improve the risk/return character of the strategy.  

There followed a discussion on such insurance type products and their characteristics.  In 
response to questioning, Mr. Failor confirmed that staff was looking for consensus to 
continue or discontinue.  A straw poll of the Board confirmed a consensus to continue with 
the product and it was not the time to step back.  With the prospect of future lower capital 
market returns, it was felt that it is appropriate to seek out the kind of complicated 
strategy/opportunity like EIRP to find some additional return.  Further thinking was that if 
we are going to continue then we should consider upsizing the strategy sooner than later to 
try and capture a more meaningful contribution to total Plan return.  Mr. Failor suggested 
such a review in the second or third quarter of 2022 after SCERA had a full 5 years with 

D. Third Quarter 2021 Investment Performance Report – Mr. Pflugradt presented a summary 
of the report noting that due to the full agenda he would keep his remarks brief.  Mr. 
Pflugradt noted that fixed income returns were muted for the quarter with the overall 
Aggregate Bond Index returning 0.1% and the highest performing sector being High Yield 

the strategy.  
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which returned 0.9% over the period.  Within investment grade bonds, higher quality 
bonds marginally outperformed lower quality issues. 
 
Equities had a challenging quarter with the gains of July and August being offset by 
negative returns in September.  Large capitalization stocks eeked out a modestly positive 
return for the quarter outperforming small cap stocks where the Russell 2000 Index posted 
a return of -4.4%.  Within large cap stocks growth outperformed value, but within small 
cap stocks value fractionally outperformed growth.  US equities outperformed Non-US 
equities where the benchmark index was down 2.6%. 
 
At the total Plan level, the return for the quarter was 0.3% which was 0.5% above the 
policy benchmark return reflecting strong active management within US small cap and the 
domestic and non-US 130/30 strategies.  Arrowstreet’s non-US 130/30 strategy benefitted 
from a lower exposure to strongly negative Chinese stocks as did the Plan’s Rule of Law 
passive funds managed by SSGA.  Overall, the Fixed Income asset class marginally 
outperformed its benchmark.  Key contributors were DoubleLine who benefited from its 
focus on mortgage backed bonds and the allocation to Bank Loans where Guggenheim 
exceeded both its specialized benchmark and the asset class benchmark.  The Plan’s Global 
Asset Allocation manager (GMO) underperformed its benchmark.  Real Assets, which 
booked second quarter returns with a lag in quarter three, modestly underperformed the 
asset class benchmark in aggregate.  All the mangers underperformed their benchmark 
with the exception of IFM who recorded a strong absolute and benchmark relative returns. 

III. INVESTMENT CONSULTANT & STAFF  

A. Farmland Manager Search 
 
Mr. Failor introduced the topic noting that the increase in policy allocation to 
Infrastructure and Farmland has already been approved by the Board.  The infrastructure 
increase will be met by the commitment to KKR and the focus has now shifted to 
searching for a new farmland manager.  Open ended funds have been Sonoma’s preference 
and currently Aon Townsend are researching two open-ended funds.  One of these has now 
been “Buy” rated and the other is in the process of being rated.  There are two other 
managers whose strategies have not been rated and are on the Aon 2022 project list.  If 
desired we could wait until they get rated. 
 
Aon farmland specialist Mr. Rivchun presented a brief overview of the current manager 
(UBS) and the four possible candidates (though without names, using letters for each 
manager instead) for an additional mandate, including terms and conditions and a 
thumbnail sketch of each manager’s investment strategy.  There followed a discussion 
concerning timing and the possibility of waiting for the potential additional candidates to 
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be rated.  Mr. Rivchum noted such a wait would be at least three months and there is no 
guarantee that a Buy rating would ensue.  In addition, the fund offering from Manager D in 
the analysis is not an open-ended fund.  Mr. Failor summarized staff’s view that the Board 
approve the initiation of a farmland manager search.  It was noted that there is a preference 
for the open-ended structure and that both managers A and B offer a complimentary 
addition to UBS AgriVest.  Manager A, with its focus on permanent crops, would balance 
out UBS, which after ten years is still light in permanent crops, and Manager B would 
provide some diversification through its international exposure.  Mr. Failor concluded that 
staff were asking the Board for approval to move forward by taking a closer look at these 
two managers. 

Recommendation: Investment Committee to approve the initiation of a search for an 
additional farmland manager from the Aon Townsend “Buy” list.  

A motion was made by Trustee Williamson, seconded by Trustee Baker, to approve the 
initiation of a search for an additional farmland manager from the Aon Townsend “Buy” 
list.  The motion carried 7-0-0-2 with voting as follows: 

 
AYES NAYS ABSTAIN ABSENT 
Mr. Baker   Mr. Balzarini 
Mr. Eaton   Ms. Gorin 
Mr. Jahn    
Mr. Roeser    
Mr. Tambe    
Mr. Williams    
Mr. Williamson    

B. Review of Minimum Spread in Securities Lending Program 
 
Mr. Failor noted that the topic was on the Agenda because we periodically review the 
minimum spread which was put in place to avoid loss making loans.  State Street decides 
how much to credit the borrower for the collateral and this can be different from what is 
actually earned on the collateral from the borrower because the rates are set at different 
points in time.  The minimum spread provides a buffer so that the rate credited to the 
borrower does not exceed the rate earned on the invested collateral which accrues to 
SCERA.  State Street still guarantees the capital side of the transaction, with the promise to 
indemnify against a borrower defaulting. 
 
Mr. Powell presented an overview of securities lending showing how the various parties 
engaged in the transaction interact.  This was followed by a five-year analysis of spreads 
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and earnings.  He noted that since 2003 SCERA has made more than $6.5 million in net 
revenue.  Over the past five years, SCERA has on average earned $145,000 per year but 
that the trend has been downward and 2021 looks to be a low earning year.  In response to 
questions, Mr. Powell thought that ultralow interest rates and subdued market volatility 
were the reasons for revenues being down and that if rates were to rise and the market 
volatility was to increase we should see a rise in stock lending earnings. 

C. Review of the Opportunistic Allocation – educational 

D. Annual Review of the Aon Consulting Contract – consideration of extension 

The committee agreed to defer this item until the January 2022 Investment Committee 
meeting. 

Mr. Failor summarized the current Aon consulting contract noting that we are finishing the 
third year of the contract and that 2022 will be the first of the two 1-year extensions.  It 
was noted that both staff and consultant would like to continue the relationship and that 
staff believes SCERA is benefitting from Aon’s acquisition of Townsend which increased 
expertise and resources in Real Assets.  Mr. Failor then reviewed the current services 
provided concluding that staff is happy with the relationship and that they were looking to 
the Board to approve the continuation of the service in 2022 and the contracted annual fee 
of $355,000.  The Board approved continuing the service in 2022 with the provision that 
Aon look at whether the reduced travel during the pandemic would offer scope for some 
reduction in the fee.  Mr. Lee agreed to go back to his internal pricing team but reminded 
the Committee that Aon has considered the account unprofitable in the past and that it was 
unlikely Aon, being a for-profit company, would have the scope for a fee reduction. 

E. November Partial Physical Rebalancing and Cash Planning 

F. Axium Infrastructure North America II Consolidated Fees & Expenses 

Staff noted that due to strong equity market returns the Plan’s equity holding had moved 
slightly outside the physical band to trigger a rebalancing.  Under the flexibility currently 
afforded staff, and with input from Aon, they undertook a partial rebalance by reducing US 
Small Cap down to the recently approved and lower policy target.  Because of the 
uncertainty of future cash flows (GMO is winding down, KKR calling down capital from 
the second quarter and a potential new farmland manager) staff refrained from a full 
rebalancing, an approach previously agreed to with the board.  

Mr. Failor noted that we disclosed the expenses and fees of Axium and Davidson Kempner 
back in August.  However subsequent analysis leads us to believe that we while we had 
followed the letter of the law it was not a complete disclosure for Axium, as we realized 
that the expenses and fees reported were for the overarching master fund but did not 
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include those from the underlying country funds.  The ILPA template fees and expenses 
for Axium being provided today are fully consolidated.  Once they realized what we 
needed Axium was very helpful in providing this consolidated reporting.  Our 
infrastructure analyst at Aon was also instrumental in obtaining this additional reporting. 

One issue that did arise was that due diligence costs are not treated identically across all 
fund managers.  Managers due diligence many potential assets but only if the investment 
goes ahead are they considered part of the cost of investment and capitalized as part of the 
investment.  How these “unsuccessful” due diligence costs are treated can vary.  The end 
result of the Axium consolidation is that it appears their due diligence costs are in the 
region of 35-45 bps.  This is higher than IFM’s due diligence costs, as expected, because 
Axium evaluates and invests in smaller, and thus more numerous, assets.  

G. GTA 3rd Quarter Equity Trade Cost Analysis – update 

Staff reported that the analysis showed no unusual costs of trading.   

H. WTax Foreign Withholding Tax Reclaims - update  

The project has been stalled on State Street providing WTax a spreadsheet showing 
definitively what claims they had already filed and what remained to be filed by WTax.  
WTax have stressed the importance of making sure that the same claim is not filed twice 
which is why they have been waiting for the final sign off from State Street.  The definitive 
spreadsheet was delivered to WTax a week ago and so WTax will begin the filing process 
with the various tax regimes.  Mr. Failor also noted that they were incentivized to move 
forward quickly as they are paid as a percentage of claims recovered.  However, comment 
was also made that WTax has no control of how quickly the foreign tax regimes respond. 

IV. COMMUNICATIONS 

A. SCERA Benchmark Performance Report – October 2021.  

B. KKR Email Regarding Acquisition of Clearway Thermal Business, October 25, 2021. 

C. SCERA Due Diligence Meeting Schedule, Updated November 12, 2021.  

D. IFM Investor Update, “IFM GIF successfully acquires 10.83% ownership stake in Naturgy 
Energy Group S.A.”, October 14, 2021. 

E. Wall Street Journal, “Return of Office Workers Reaches Pandemic High . . .”, October 12, 
2021.  
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V. GENERAL DISCUSSION MATTERS

Opportunity was given to advise the Investment Committee of new matters and for Committee 

members to ask questions for clarification, provide information to staff, request staff to report back 

on a matter, or direct staff to place a matter on a subsequent agenda.

Trustee Williamson asked for an update on recruitment for open positions at SCERA.  Ms. Wyne 

reported the recruitments to be in progress and a formal update will be provided at the December 

2021 Retirement Board meeting.

VI. PUBLIC COMMENT

Opportunity was given for public comment on non-agenda items within the jurisdiction of the 

Investment Committee.

There were no public comments.

VII. NEXT MEETING

The next Investment Committee meeting is currently scheduled for Thursday, January 27, 2022 at 

8:30 a.m. via WebEx.  Planned presentations for this meeting include a report by UBS on the 

AgriVest Farmland Fund.

VIII. ADJOURNMENT

With no further business to conduct, the meeting adjourned at 12:33 p.m.

IX. APPROVAL

The above minutes from the November 18, 2021 Investment Committee meeting were approved at 

the Investment Committee meeting on January 27, 2022.

GREG JAHN, CHAIR
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